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SCOPE. OF  BOSTON'S  FISCAL  PROBLEM 
Part  I 
Fiscal  1985 


No.  85-1 


The  Flynn  Administration  will  complete  its  first  fiscal  year  on  June  30,  1985,  with  an 
operating  deficit  of  approximately  $30  million.  This  marks  the  eleventh  consecutive  year 
the  City  has  incurred  an  appropriation  deficit  and  the  fourth  consecutive  year  it  has 
incurred  a revenue  deficit.  Two  factors  are  primarily  responsible  for  the  City's 
recurrent  deficits.  First,  Boston  has  a revenue/ cost  problem  in  which  local  revenue 
growth  is  not  sufficient  to  keep  pace  with  its  unique  service  requirements.  Second, 

Boston  has  a spending  problem  in  which  spending  controls  are  inadequate  and  management 
discipline  to  control  costs  is  weak.  Boston  does  deserve  additional  support  from  the 
Commonwealth.  However,  the  City  must  operate  within  existing  resource  limits,  whatever 
the  amounts.  The  revenue  and  appropriation  deficits  projected  this  year  are  primarily  due 
to  the  City's  overestimation  of  revenues  and  omission  of  expenditures  when  the  tax  rate 
was  set.  Spending  and  revenue  controls  need  to  be  strengthened  to  ensure  that  any  new 
support  from  the  State  will  be  utilized  prudently  and  not  added  to  a budget  which  could 
later  be  overspent.  This  report  is  the  first  of  two  parts  looking  at  the  scope  of 
Boston's  fiscal  situation.  The  second  report,  to  be  released  shortly,  will  focus  on  the 
gap  between  revenues  and  expenditures  in  fiscal  1986. 

Proiection  Assumptions 

This  deficit  projection  is  the  Bureau's  best  estimate  at  this  time  and  involves 
assumptions  concerning  numerous  components,  many  of  which  are  still  subject  to  change. 

The  projection  assumes  that  a reserve  of  4%  of  each  department's  personal  service 
account,  established  by  administrative  order,  will  be  sufficient  for  the  settlement  of 
all  collective  bargaining  agreements  to  be  reached  this  year.  Not  included  in  this 
analysis  is  the  potential  use  of  prior  year  encumbrances  to  reduce  the  City's  deficit 
figure.  In  fiscal  years  1983  and  1984,  the  City  applied  reserves  of  $19.6  and  $9.4 
million  respectively  to  reduce  the  deficit. 

Appropriation  Deficit 

Boston  will  spend  about  $23  million  in  excess  of  total  appropriations  this  year,  the 
eleventh  consecutive  year  such  a deficit  has  been  incurred.  Efforts  by  the  current 
Administration  to  establish  some  control  includes  creating  a 4%  personnel  reserve, 
developing  a reliable  personnel  reporting  system  and  continuing  the  reduction  of  employee 
levels.  Approximately  $6.0  million  or  26%  of  the  deficit  is  attributable  to  personnel 
spending  with  the  balance  of  $17.3  million  or  74%  in  the  non-personnel  area.  Deficits  in 
city,  county  and  hospital  accounts  make  up  this  total.  The  city  departmental  deficit  is 
expected  to  reach  $10.5  million  of  which  $3.4  million  is  due  to  personnel  and  $7.1 
million  to  non-personnel  spending.  Of  the  55  budgets  with  personnel  accounts,  16  or  29% 
are  projected  to  incur  personnel  deficits  before  reallocations  and  year-end  transfers. 
However,  most  of  these  deficits  are  offset  by  personnel  surpluses  in  other  city 
departments,  resulting  in  a net  deficit  of  $3.4  million.  This  amount  is  slightly  less 
than  the  personnel  deficit  expected  in  the  Fire  Department  ($3,7  million),  caused  by  the 
failure  to  include  fiscal  1984  salary  increases  in  the  Department's  fiscal  1985  budget. 

Of  the  estimated  non-personnel  deficit  of  $7.1  million,  96%  is  due  to  underbudgeting  the 
following  four  non-departmental  accounts:  Execution  of  Courts  ($5  million).  Pensions  & 
Annuities  ($1  million).  Snow  Removal  ($500,000),  and  Workmen's  Compensation  ($350,000). 


The  Suffolk  County  departments  will  spend  about  $3.8  million  in  excess  of  appropriations 
this  year,  again  due  to  the  underbudgeting  of  accounts.  The  Court  House  Commission  was 
budgeted  for  only  one-half  year,  accounting  for  most  of  its  deficit  estimated  to  be  $2.6 
million.  The  Jail's  projected  deficit  of  $640,000  can  be  traced  to  the  fact  that  the 
budget  did  not  provide  for  the  staffing  and  overtime  needed  by  the  Sheriff  to  transport 
detainees  to  other  facilities  throughout  the  Commonwealth,  to  comply  with  a court  order. 
The  Deer  Island  House  of  Correction  will  exceed  its  appropriation  by  $500,000. 

The  Health  and  Hospitals  Department  is  projected  to  incur  a deficit  of  $8.9  million,  $5.4 
million  of  which  is  attributable  to  unbudgeted  employee  hospital  and  insurance  costs  and 
$3.2  million  of  which  is  attributable  unbudgeted  pension  costs.  The  School  Department  is 
projected  by  the  Bureau  to  be  spending  right  on  target.  The  School  Committee  approved  a 
budget  of  $259.6  million  but  the  official  appropriation  is  $255.1  million.  An  additional 
$2  million  should  be  available  from  reimbursements  for  employee  benefits  from  federal 
grants  bringing  the  authorized  level  to  $257.1  million.  School  budget  officials  have  made 
efforts  to  reduce  spending  and  expect  the  Department  to  spend  around  $257  million. 

Revenue  Deficit 


The  Bureau  projects  that  the  City  will  collect  approximately  $6.4  million  less  of 
non-property  tax  revenues  than  estimated  when  the  fiscal  1985  tax  rate  was  set.  This 
marks  the  fourth  consecutive  year  in  which  the  City  has  incurred  a revenue  deficit. 

The  revenue  deficit  this  year  is  primarily  attributable  to  over-optimistic  estimates.  At 
the  time  the  tax  rate  was  set  the  City  estimated  a $4.2  million  increase  in  interest 
revenue  over  prior  year  actual  receipts.  It  now  appears  that  Boston  will  earn  about  $2.0 
million  less  than  estimated  due  to  lower  than  projected  cash  balances  and  interest 
rates.  Included  in  the  revenue  estimates  is  $1  million  from  a revised  fee  structure  the 
Administration  promised  would  be  established  to  charge  for  cutting  holes  in  city  streets 
for  maintenance  and  repair  work.  As  yet,  no  such  fee  structure  has  yet  been  approved. 

The  Bureau's  projection  assumes  that  the  Kilby  Street  garage  will  be  sold  for  $5.4 
million  in  fiscal  1985  as  included  in  the  City's  tax  rate  documentation.  However,  these 
proceeds  may  be  at  risk  this  year.  Should  the  garage  not  be  sold  by  June  30th,  the 
revenue  deficit  would  be  $5.4  million  higher.  In  fiscal  1984  receipts  from  the  sale  of 
garages  were  estimated  at  $18.5  million  but  only  $11.1  million  was  collected  due  to  the 
late  sale  of  the  Fort  Hill  Square  Garage. 

The  City  originally  estimated  motor  vehicle  excise  collections  would  reach  $11  million  or 
$2.4  million  over  last  year's  actuals.  Collections  to  date  indicate  the  City  may 
collect  only  $10  million,  $1  million  less  than  estimated.  Rent  from  leasing  the  Suffolk 
County  buildings  to  the  Massachusetts  Trial  Courts  was  projected  to  generate  $4.6  million 
this  year.  However,  after  the  tax  rate  was  set,  the  Chief  Administrative  Justice 
obtained  a court  order  requiring  the  City  to  spend  $2.3  million  of  the  rental  receipts 
for  capital  repairs.  Fortunately  for  the  City  the  1984  lease  payment,  not  paid  last 
year,  will  be  paid  this  year  reducing  the  expected  deficit  to  $1.6  million. 

This  year's  parking  fine  collection  is  expected  to  exceed  the  original  $26.6  million 
estimate.  The  strong  management  and  commitment  exercised  by  the  Traffic  and  Parking 
Department  in  its  enforcement  and  collection  of  parking  fines  enabled  this  estimate  to  be 
met . 

Tax  Rate  Agreement 

When  the  tax  rate  was  set  on  November  15,  1984,  Mayor  Flynn  signed  an  agreement  with  the 
Massachusetts  Department  of  Revenue  recognizing  the  need  to  limit  appropriations  and 
expenditures  to  the  level  of  revenues  actually  collected  by  the  City  during  the  fiscal 
year.  Since  these  revenue  estimates  required  approval  of  the  City's  appropriating 
authority,  the  Mayor  agreed  to  use  his  best  efforts  to  secure  City  Council  approval  to 
(1)  declare  the  Kilby  Street  Garage  as  surplus  property  thereby  allowing  its  sale,  (2) 
enact  a new  street  cut  fee  and  (3)  appropriate  an  additional  $4  million  from  parking 
meter  receipts.  To  date,  the  Mayor  has  not  submitted  a request  for  Council  action  on  the 
Kilby  Street  Garage  and  the  street  cut  fee  request  has  been  withdrawn.  The  $4  million 
parking  meter  appropriation  was  approved  by  the  Council  and  later  signed  by  the  Mayor  in 
April . 


FISCAL  YEAR  1985  APPROPRIATIONS  V.S.  ESTIMATES 


Fiscal  1983 

Fiscal  1985 

Variance 

Favorable/ 

Appropriation 

Estimates 

(Unfavorable) 

Deptartmental  Appropnriations 

$691,287,719 

$714,563,474 

($23,275,755) 

City 

309,719,159 

320,300,000 

(10,580,841) 

County 

17,505,086 

21,300,000 

(3,794,914) 

Hospital 

109,001,102 

117,901,102 

(8,900,000) 

School 

255,062,372 

255,062,372 

0 

Fixed  Charges 

$210,312,607 

$210,035,293 

277,314 

Contributory  Pensions 

113,837,357 

113,837,357 

0 

Dd)t  Service 

77,398,699 

77,121,385 

277,314 

Tax  Title  Costs 

900,000 

900,000 

0 

Overlay  Reserve 

18,176,551 

18,176,551 

0 

Metropolitan  & State  Assess. 

$49,903,343 

$49,903,343 

0 

Deficit  Apprcp.-Prior  Year 

$53,435,436 

$53,435,436 

0 

Overlay  Deficit 

13,952,191 

13,952,191 

0 

Revenie  Deficit 

23,866,868 

23,866,868 

0 

Approp.  Deficit 

15,616,377 

15,616,377 

0 

Grand  Total  Expenditures 

$1,004,939,105 

$1,027,937,546 

(22,998,441) 

Departmental  Revenue 

214,471,381 

209,946,803 

(4,524,578) 

City 

92,327,816 

89,441,414 

(2,886,402) 

Parking  Fines 

26,625,434 

26,755,000 

129,566 

In  Lieu  of  Tax  Payments 

15,726,499 

15,444,830 

(281,669) 

Interest  on  Investments 

17,641,000 

15,610,791 

(2,0»,209) 

Other  City 

32,334,883 

31,630,793 

(704,090) 

Hospitals 

115,248,000 

115,248,000 

0 

County/ Court  Rentals 

6,895,565 

5,257,389 

(1,638,176) 

State  Revenue 

337,086,359 

337,086,359 

0 

Parking  Meter  Fees 

$5,000,000 

$5,000,000 

0 

Federal  Revenue  Sharing 

18,000,000 

18,000,000 

0 

Motor  Vehicle  Excise  Tax 

11,000,000 

10,000,000 

(1,000,000) 

Street  Cut  Fees 

1,000,000 

0 

(1,000,000) 

Misc.  Revemes 

1,054,338 

1,054,338 

0 

Total  Non-Prop.  Tax  Rev. 

$587,612,078 

$581,087,500 

(6,524,578) 

Property  Tax  Revenue 

$363,222,216 

$363,222,216 

0 

Non-Recurring  Revenue 

$54,104,811 

$54,259,811 

155,000 

Grand  Total  Revenues 

$1,004,939,105 

$998,569,527 

(6,369,578) 

Grand  Total  Inbalance 

— 

— 

(29,368,019) 

Conclusions  and  Recoirnnendat-ionR 

Boston  has  a chronic  operating  deficit  problem  which  is  not  unique  to  any  particular 
administration.  Deficits  incurred  by  the  City  over  the  last  five  years  averaged  $36,1 
million.  To  help  strengthen  Boston's  expenditure  controls  and  end  its  deficit  cycle,  the 
Bureau  makes  the  following  recommendations: 

1.  The  City  of  Boston  should  be  required,  by  statute,  to  establish  a reserve  of  at  least 
3%  of  departmental  operations  to  fund  at  year  end  any  deficits  incurred.  No  transfers 
from  this  reserve  should  be  made  until  June  thirtieth,  unless  approved  by  the  Deputy 
Commissioner  of  Local  Services  of  the  Massachusetts  Department  of  Revenue  upon  request  of 
the  Mayor  and  City  Council.  Should  the  City's  operating  deficit  exceed  the  reserve 
amount,  the  reserve  should  be  increased  by  50%  in  the  next  fiscal  year.  If  the  deficit  is 
less  than  the  reserve,  the  balance  would  be  available  for  next  year's  appropriation  or  to 
reduce  the  tax  rate.  Establishing  this  reserve  would  enforce  a discipline  not  exercised 
by  the  City  and  would  ensure  the  Governor  and  Legislature  that  additional  state  revenue 
would  be  prudently  utilized  and  not  applied  to  increase  a budget  which  could  later  be 
overspent.  This  requirement  in  fiscal  1985  would  have  established  a reserve  of  $21 
million. 


2.  The  Funding  Loan  Act,  Chapter  190  of  the  Acts  of  1982,  established  a number  of 
management  reforms.  After  nearly  three  years  experience  it  is  evident  that  a 
tightening-up  of  these  reforms  is  needed.  Section  18  and  Section  23  of  Chapter  190  should 
be  amended  to  require  the  Mayor  to  list  and  explain,  in  writing  to  the  City  Clerk,  no 
later  than  70  days  after  the  close  of  the  fiscal  year,  the  amount  of  each  transfer  from 
the  statutory  reserve,  of  each  transfer  made  by  the  City  Auditor  after  June  thirtieth, 
and  for  each  transfer  made  by  the  Mayor  in  accordance  with  the  reallocation  provision.  In 
each  case  the  explanation  should  state  from  which  account  the  transferred  funds  were 
taken  and  to  which  account  the  funds  were  transferred  and  the  reason  for  the 
transaction.  In  addition,  section  18  should  be  amended,  restricting  reallocations  to 
only  those  accounts  appropriated  by  the  City  Council.  The  Execution  of  Courts  and 
Hospitalization  and  Insurance  accounts  should  be  exempt  as  a revenue  source  for 
reallocation  transfers. 

3.  The  personnel  quarterly  allotment  provision  in  Chapter  190  (Section  18)  has  enabled 
the  City  to  identify  potential  spending  problems  early.  However,  the  Mayoral  waiver  has 
been  liberally  used  making  the  control  aspect  of  the  allotment  less  effective.  This 
section  should  be  amended  to  require  the  Mayor,  if  he  waives  the  quarterly  allotment 
limit,  to  explicitly  state,  in  writing  to  the  City  Clerk,  what  reductions  in  subsequent 
quarters  will  be  made  to  keep  spending  within  the  allotments  and/or  what  reallocations 
will  be  made  to  support  the  spending  level  for  the  remainder  of  the  year. 

4.  Three  items  that  have  driven  deficits  in  past  years  are  omissions  for  collective 
bargaining  increases,  Execution  of  Court  costs  and  Hospitalization  and  Insurance 
expenses.  Chapter  190  should  be  amended  to  require  that  the  City  raise  for  Execution  of 
Courts  an  amount  not  less  than  the  prior  year's  actual  expenditure,  unless  the  Deputy 
Commissioner  of  Local  Services  approves  an  amount  equal  to  the  average  of  the  past  three 
years'  costs.  In  addition,  the  Hospitalization  and  Insurance  appropriation  for  all  city, 
hospital  and  county  departments  should  not  be  less  than  the  prior  year's  actual 
expenditure.  Further,  the  Director  of  Administrative  Services  should  be  required  to 
certify,  in  writing  to  the  Commissioner  of  Assessing,  that  adequate  funds  are  provided  in 
the  operating  budget  for  existing  collective  bargaining  contracts.  This  certification 
should  be  received  by  the  Commissioner  no  later  than  ten  business  days  before  the  City's 
tax  rate  documentation  is  submitted  to  the  Department  of  Revenue  for  approval. 

The  Bureau  believes  that  the  City  does  need  additional  support  from  the  State  but  that 
such  assistance  should  be  contingent  upon  the  strengthening  of  the  City's  expenditure 
controls.  The  scope  of  Boston's  fiscal  problem  next  year  and  why  additional  State  support 
is  needed  will  be  the  subject  of  the  Bureau's  next  Special  Report. 


Samuel  R.  Tyler 
Executive  Director 
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